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Annual Review of Purchased Gas

Adjustment and Gas Purchasing Policies of

Piedmont Natural Gas Company,

Incorporated

ORDER RULING ON

PURCHASED GAS

ADJUSTMENT AND GAS

PURCHASING POLICIES

The above-captioned matter is before the Public Service Commission of South

Carolina ("Commission") concerning its annual review t of the Purchased Gas

Adjustment ("PGA") and gas purchasing policies of Piedmont Natural Gas Company,

Inc. ("PNG"). The Office of Regulatory Staff ("ORS") is a party of record in this

proceeding under the provisions of S.C. Code Ann. § 58-4-10(B) (Supp. 2010). PNG and

ORS (collectively the "Parties" or individually a "Party") entered into a Settlement

Agreement ("Settlement Agreement") which was filed with the Commission on July 1,

2010.

The Commission conducted a formal hearing in this matter on July 13, 2011,

beginning at 10:30 a.m. in the hearing room of the Commission with the Honorable John

E. Howard, Chairman, presiding. Nanette S. Edwards, Esquire, appeared on behalf of

ORS. James H. Jeffi'ies IV, Esquire, and Brian Barnwell, Esquire, appeared on behalf of

PNG.

At the hearing, the Commission accepted into the record the pre-filed direct

testimony of PNG witness Keith P. Maust and the pre-filed direct testimony and exhibits

i See Commission Order No. 88-294 dated April 6, 1988 (annual review).
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of PNGwitnessesRobertL. ThorntonandWilliam C. Williams,aswell astheSettlement

testimonyof Mr. Williams. Thepre-fileddirecttestimonyandexhibitsof ORSwitness

Daniel F. Sullivan and the pre-filed direct testimonyof Carey M. Stites were also

acceptedinto the record.

The Commission accepted into evidence the Settlement Agreement as Hearing

Exhibit No. 1. Mr. Thornton's exhibits (RLT 1-2) and Mr. Williams' exhibits (WCW i-

6) were entered into evidence as composite Hearing Exhibit No. 2. Mr. Sullivan's

exhibits (DFS 1-3) were admitted into evidence as composite Hearing Exhibit No. 3.

At the hearing, PNG witness Thornton testified to the end of period balances and

the accounting for Piedmont's deferred gas cost account (Account 253.04) in order to

permit the Commission to evaluate and determine that Piedmont's true-up procedures for

the review period have resulted in a properly stated cost of gas; further, that Piedmont's

gas costs are properly recorded in compliance with Piedmont's gas cost recovery

mechanism and hedging plan. That accounting is set out in composite Hearing Exhibit

No. 2. Mr. Thornton also stated that ORS audited PNG's gas cost accounting as part of

this proceeding. Finally, Mr. Thornton testified that ORS audited PNG's Hedging

Defen'ed Account, which records the results of its hedging activities undertaken in

accordance with its hedging plan. This account was created pursuant to Commission

Order 2002-223, which led to the implementation of PNG's experimental natural gas

hedging program.

PNG witness Maust testified as to PNG's gas purchasing policies and the

components of the "best cost" gas purchasing policy. Mr. Maust stated that PNG did not
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implementanychangesin its "bestcost" gaspurchasingpoliciesor practicesduring the

ReviewPeriod(April 1,2010to March 31,20I 1) andPNG's hedgingplan actedasan

insurancepolicy to reducegascostvolatility to SouthCarolinacustomerspurchasinggas

from PNG. PNG's SouthCarolinacustomersincuned a neteconomiccostof $538,035

as a result of PNG's hedgingplan during the ReviewPeriod. Mr. Maustalso testified

that the "best cost" purchasingpolicy utilized by PNG hasbeenreviewedand found

prudentonall occasionsin SouthCarolinaandtheotherstatejurisdictions inwhich PNG

operates.

PNG witness Williams testified that PNG serves approximately 134,000

customersin SouthCarolinaandthat during the twelvemonthperiodendingMarch31,

2011, Piedmontdeliveredapproximately24,334,000dekathermsof naturalgas to its

SouthCarolinacustomers. PNG hascontinuedto experiencea reductionin weather

normalizedusageper customerwhich may bedue to the efficiency of new appliances

usedby customers,aswell as increasedprice awarenessandconservationeffortson the

part of customers. PNG and the natural gas industry have not seenevidencethat

conservationh'educedusageoccursduringdesigndayconditions.

In his settlementtestimony, PNG witness Williams testified that, following

extensivereview,examinationanddiscussionsbetweenPNG andthe ORS,bothparties

agreedto eachof the mattersstipulatedin the SettlementAgreement.The Settlementis

offered by all parties as a fair, reasonableand full resolution of all issuesin this

proceedingassignifiedby all partiesbeingsignatoriesto theSettlementAgreement.Mr.

Williams alsotestifiedthat the changein the minimumamountthat PNG is requiredto
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hedgeunderits naturalgashedgingprogramwill enhanceconsistencywith respectto the

parametersunderwhich SCE&GandPNGconducthedgingon behalfof SouthCarolina

naturalgasconsumers.

ORS witness Sullivan testified that ORS had performedan examinationof all

aspectsof PNG's defen'edaccount#253.04for the ReviewPeriodandthat, basedupon

that examinationas is identifiedanddiscussedin his testimony,it is theopinion of ORS

that account#253.04 is accuratelystatedand that the balanceof $7,820,401fairly

representsPNG's over-collectionbalanceasof March31,2011.

ORSwitnessStitestestifiedthatPNGhadadequatefirm suppliesto meetits firm

customerrequirements;is continuingits attemptsto get the best termsavailablein its

negotiationswith suppliers;hasusedthe spotmarketto purchasesuppliesfor periodsof

onemonth or less;andmanagedits hedgingactivities in a mannerconsistentwith the

terms of its approvedhedgingprogramduring the Review Period. Mrs. Stitesalso

testifiedthat if thedecisionis to retainPNG's hedgingprogramknowing thatthereis a

costto the ratepayer,ORSrecommendsthat therebeno requiredminimumamountof

hedging. Finally, ORSdoesnot recommendanychangeto thebenchmarkcostof gasat

this time.

TheJuly 1,2011, SettlementAgreementreflectedthe Partiesagreementthat: (i)

PNG's gaspurchasingpoliciesandpracticesduring the ReviewPeriodwerereasonable

and prudent;(ii) PNG properly adheredto the gascost recoveryprovisionsof its gas

tariff andrelevantCommissionordersduringthe ReviewPeriod;(iii) PNG managedits

hedging program during the Review Period in a reasonableand prudent manner
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consistentwith Commissionorders; (iv) theend-of-periodbalancesfor PNG's hedging

and deferredgascostsaccountsare thosereflectedin the testimonyof ORS witness

Daniel F. Sullivan;and (v) the minimumvolume of naturalgasthat is requiredto be

hedgedby PNG under its Commissionapprovednatural gashedgingplan shouldbe

reducedfi'om22.5%of itsnormalizedannualsalesvolumesto 0%of suchvolumes.

TheCommissionexpressedconcernsregardingtheself-reportedcorrectionsto the

accountingerrorsfound in PNG's reports. ORSwitnessSullivan testifiedthat mistakes

werenot a recurringproblemin thereports,but moreof anexceptionin thereports. Mr.

Sullivan did not feel that more internalcontrolsor changesin policies andprocedures

would benecessaryfor PNG. Mr. Sullivan alsoclarified that eachof the mistakesto

PNG's account#253.04identified in PNG witnessThornton'stestimonywere detected

andcorrectedby PNGthroughits internalcontrolsprocessprior to auditby ORS.

At the hearing,ORS advisedthe Commissionthat there is a lack of consensus

betweenORSandPNG asto whetherthereis aprudencyreviewwhenthecompanyhas

operatedwithin the parametersof its approvedhedgingprogram. ORS advisedthe

Commissionthat PNG's positionis that,so longasthe Companyhasoperatedwithin its

Commissionapprovedhedgingprogram,the Companyhasmadeprudentgaspurchases.

ORS'spositionis that aprudencyreviewdoesencompassanypurchasesincludingthose

madepursuantto PNG's gashedgingprogram. However,ORSandPNGelectednot to

submitthis issuebeforetheCommissionin this case,becauseORSfoundthatPNG's gas

purchasingpoliciesandpracticesduring theReviewPeriodwerereasonableandprudent

pursuantto the SettlementAgreement.However,this Commissionherebyrequeststhat
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ORSseekanallowableex partebriefingbeforethis Commissionon the issueof how to

measureprudencyin hedgingprograms,sothatwemayfurtherconsiderthis issue.

NOW, THEREFORE,baseduponthe foregoing,IT IS HEREBY DECLARED

AND ORDEREDTHAT:

1. Thepre-fileddirect testimonyof PNGwitnessKeith P.Maustandthepre-

filed directtestimonyandexhibitsof PNG witnessRobertL. Thorntonandthepre-filed

direct testimonyandexhibits andthe settlementtestimonyof PNG witnessWilliam C.

Williams areacceptedinto therecordwithoutobjection.

2. The pre-filed direct testimonyand exhibits of ORS witnessesDaniel F.

Sullivanandthepre-fileddirect testimonyof CaryM. Stitesareacceptedinto therecord

withoutobjection.

3. The SettlementAgreementis acceptedinto the record and incorporated

into andmadepart of this OrderasOrderExhibit No. 1, andbaseduponthetestimony

andexhibitspresentedat the hearingon thismatter,is found to be in thepublic interest

andconstitutesareasonableresolutionof thisproceeding.

4. Consistentwith the terms of the SettlementAgreement,the minimum

volume of natural gas that is requiredto be hedgedby PNG under its Commission

approvednaturalgashedgingplanis reducedfrom 22.5%of its normalizedannualsales

volumesto 0%of suchvolumes.

5. PNG's gaspurchasingpolicies and practicesduring the ReviewPeriod

werereasonableandprudent.
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6. PNG properlyadheredto thegascostrecoveryprovisionsof its gastariff

andrelevantCommissionordersduringtheReviewPeriod.

7. PNG managedits hedging program during the Review Period in a

reasonable and prudent manner consistent with Commission orders.

8. The end-of-period balances for PNG's hedging and deferred gas cost

accounts are those reflected in the testimony of ORS witness Daniel F. Sullivan.

9. The Commission requests that ORS seek an allowable ex parte briefing

before this Commission on the issue of how to measure prudency in hedging programs.

10. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDER OF THE COMMISSION:

John/E. Howard, Chairman

ATI'EST:

David A. Wright, Vice Chairm_an

(SEAL)
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SETTLEMENT AGREEMENT

This Settlement Agreement is made by and among the South Carolina Office of

Regulatory Staff ("ORS") and Piedmont Natural Gas Company, Inc. ("PNG") collectively

referred to as the "Parties" or sometimes individually as a "Party").

WHEREAS, by the Public Service Commission of South Carolina ("Commission") Order

No. 88-294, dated April 6, 1988, the Commission instituted an annual review of PNG's

Purchased Gas Adjustment and Gas Purchasing Policies. Additionally, in Order No. 2002-223,

dated March 26, 2002 in Docket No. 2001-410-G, the Commission required PNG to file regular

reports on the status of the hedging program and the results of its hedging activities. In the

above-captioned proceeding the review period is April 1, 2010 through March 31, 2011

("Review Period");

WHEREAS, the Parties to this Settlement Agreement are the only parties ofrecerd in the

above-captioned docket. There are no other parties of record in the above-captioned proceeding;

WHEREAS, the Parties have engaged in discussions to determine if a settlement of this

proceeding would be in their best interest, and in the public interest;

Page 1 of 6
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WHEREAS, following those discussions the Parties have each determined that their

interests and the public interest would be best served by settling the above-captioned case under

the terms and conditions set forth below:

1. The Parties agree to stipulate into the record before the Commission the pre-filed

direct testimony of Keith P. Maugt, and the direct testimony and exhibits of PNG witnesses

William C. Williams and Robert L. Thornton, without objection, change, amendment, or cross-

examination by the Parties unless such is mutually agreed upon. PNG will present its witnesses

at the hearing.

2. The Parties agree to stipulate into the record before the Commission the pre-filed

direct testimony and exhibits of ORS witness Daniel F. Sullivan and the pre-filed direct

testimony of ORS witness Carey M. Stites, without objection, change, amendment, or cross-

examination by the Parties unless such is mutually agreed upon. ORS will present its witnesses

at the hearing.

3. The Parties further agree that with the stipulated testimony of record and the

agreement of the Parties regarding the review period activity and end-of-period account

balances, the hearing record before the Commission will conclusively demonstrate the following:

(i) PNG's gas purchasing policies and practices during the Review Period were reasonable and

prudent; (ii) PNG properly adhered to the gas cost recovery provisions of its gas tariff and

relevant Commission orders during the Review Period; (iii) PNG managed its hedging program

during the Review Period in a reasonable and prudent manner consistent with Commission

orders; and, (iv) the end-of-period balances for PNG's hedging and deferred gas costs accounts

are those reflected in the testimony of ORS witness Daniel F. Sullivan.
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4. In lieu of a total suspension of Piedmont's hedging program, the Parties agree that

there should be no required minimum amount of hedging, Piedmont is currently required by

Commission Order No. 2009-278 to hedge a minimum of 22.5% of normalized annual sales

volumes,

5. The Parties agree to cooperate in good faith with one another in recommending to

the Commission that this Settlement Agreement be accepted and approved by the Commission as

a fair, reasonable and full resolution of the above-captioned proceeding, The Parties agree to use

reasonable efforts to defend and support any Commission order issued approving this Settlement

Agreement and the terms and conditions contained herein.

6. The Parties agree that by signing this Settlement Agreement, it will not constrain,

inhibit or impair their arguments or positions in future proceedings. If the Commission should

decline to approve the agreement in its entirety, then any Party desiring to do so may withdraw

from the agreement without penalty.

7. This agreement shall be interpreted according to South Carolina law.

8. Each Party acknowledges its consent and agreement to this Settlement Agreement

by authorizing its counsel to affix his or her signature to this document where indicated below.

Counsel's signature represents his or her representation that his or her client has authorized the

execution of the agreement. Facsimile signatures and e-mail signatures shall be as effective as

original signatures to bind any party. This document may be signed in counterparts, with the

various signature pages combined with the body of the document constituting an original and

provable copy of this Settlement Agreement.
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WE AGREE:

Representing and binding the Office of Regulatory Staff

Nanette S. Edwards, Esquire

Office of Regulatory Staff
1401 Main Street, Suite 900

Columbia, SC 29201

Phone: (803) 737-0800

Fax" (803) 737-0895

Email: nsedwar@regstaff.se.gov
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WE AGREE:

Representing and binding Piedmont Natural Gas Company, Ine,

Moore & Van Allen,PLLC

100 NorthTryon Street,Ste.4700

Charlotte,NC 28202
Phone:704-331-I079

Fax:704-339-5879

Email: iimieffries@mvalaw.com
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